DG 01-171

CoNoorD STEAM CORPORATI ON

Petition to Modify Rate Design to
| mpl enent Annual Ener gy Cost Adjustnent Factor

Order Approving Settlenment Agreenent

ORDER NO 23,6 822

Novenmber 1, 2001

APPEARANCES: Ingersoll & Sullivan, PA by Eugene F.
Sullivan I'I'l, Esq. for Concord Steam Corporation and Marcia A.
B. Thunberg, Esq. for the Staff of the New Hanpshire Public
Utilities Comm ssion.

PROCEDURAL HI STORY

On Septenber 5, 2001, Concord Steam Corporation
(Concord Steam), a public utility supplying steam service to
approxi mately 130 comrercial and institutional custoners in
Concord, New Hanpshire, filed with the New Hanpshire Public
Uilities Comm ssion (Comm ssion) its Petition to Mddify Rate
Design to I nplement Annual Energy Cost Adjustnment Factor
( ECAF) .

On Septenber 25, 2001, Concord Steamfiled the
testimony of Peter G Bloonfield, President of Concord Steam
in support of the Petition to Mddify Rate Design.

On Septenber 28, 2001, Concord Steam filed the

suppl enental testinony of Peter G Bloonfield. The purpose of

t he supplenmental testinmony was to provide the proposed ECAF
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Concord Steam finalized its long-term fuel purchases for the
2001/ 2002 season and proposed an ECAF for the Comm ssion's
revi ew and approval .

By Order of Notice issued October 1, 2001, the
Conmmi ssi on scheduled a Hearing on the Merits for October 29,
2001, and set deadlines for intervention requests and
objections thereto. The Order of Notice al so schedul ed a
Techni cal Session/Settlement Conference for October 17, 2001
and established rolling data requests by Conm ssion Staff
(Staff) and any intervenors, effective as of the date of the
Order of Notice, with responses due within one week of
submttal, through October 19, 2001.

Staff propounded data requests to Concord Steam on
Cct ober 8, 2001. Concord Steamissued its data responses on
Oct ober 12, 2001. Revised responses to certain data requests
were provided to Staff throughout the discovery period.

I n accordance with the Order of Notice, a Technical
Session/ Settl ement Conference was held on October 17, 2001.
No notions to intervene were filed in this proceeding.

On COct ober 25, 2001, Staff filed a Settl enent
Agreenment entered into by Concord Steam and Staff. The
Settlement Agreenent is the result of the Techni cal

Session/ Settl enent Conference held on October 17, 2001,
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responses to discovery, and nunerous tel ephone di scussions.

On COct ober 29, 2001, Concord Steam filed the
affidavit of publication for the Order of Notice. Also on
Cct ober 29, 2001, a properly noticed Hearing on the Merits was
hel d at the Comm ssion at which testinony was offered by
Concord Steam wi tness, Peter Bloonfield, and Staff w tness,

M chel | e Caraway.
1. PETITION TO MODI FY RATE DESI GN

In a filing made with the Comm ssion dated Septenber
5, 2001, Concord Steam proposed to nodify its rate design in a
revenue neutral fashion. Concord Steam requested authority to
put into effect an Energy Cost Adjustment Factor each
Sept enber based on the projected costs of fuels for the
upcom ng year to be charged to customers on a constant per Mb
(1, 000 pounds of steam basis throughout the year and
reconciled the foll owing year as part of the new ECAF.

Concord Steam states that as part of its |ast base
rate proceedi ng, the Conm ssion allocated a certain percentage
of its energy costs to base rates to reflect the fact that a
certain percentage of energy costs were incurred by Concord
Steamto keep the steam|ines charged year round to preserve
the viability of the lines, rather than providing actual steam

service to custoners. Re Concord Steam Corporation, 81 NH PUC
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664 (1996). The remni ning energy costs are passed on to
customers through a nonthly reconciliation of the cost of fuel
to netered service taken. At the end of each nonth, all of
the custonmers' neters are read, and the anount of steam sold
for the nonth determ ned. The actual cost of the energy
consurmed by the Conpany in the formof oil, natural gas, or
wood i s cal cul ated based on invoices and a revi ew of
inventory. The cost of energy per Mb is cal cul ated by
di viding the cost of fuel by the anount of steam sold and
charged to customers proportionately.

As part of the |ast base rate proceeding, a small
percent age of Concord Steam s energy costs, conputed at
$76, 500, which reflected fuel costs in 1996, was placed in
base rates. During the sumrer nonths, $15,300 per nonth is
subtracted fromthe cost of the fuel before conputing the
energy charges to reflect the maintenance function of this
amount of Concord Steam s energy costs. According to the
Conpany, this ratenaki ng met hodol ogy, or rate design,
overstated the actual costs of service to custoners during the
sunmer nonths. During the summer nonths, the Conpany states,
the current rate design nmethodol ogy drives prices to certain
custonmers to unreasonably high | evel s because energy is being

consuned to create steamthat is not being used to directly
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provi de service to custoners, but rather to maintain system
viability.
Consequently, Concord Steam proposed to abolish the
current nonthly reconciliation of energy costs and to

establish in its place a new, annual Energy Cost Adj ustnent

Factor which will build into custoners rates the projected
annual cost of energy at a constant year round level. On an
annual basis, Concord Steamw ||l provide the Conm ssion with

its projected cost of fuels for the year. These costs will
t hen be divided over the number of Mbs. of steam service
projected to be delivered to arrive at an annual ECAF. The
foll owi ng year any over-collection or under-collection for
fuel costs will be reconciled through the next annual ECAF
with carrying costs to the affected party.

Concord Steam projects the cost of fuel for the 12
nmont hs by pre-purchasing a significant anount of fuel for the
upcom ng heating season. However, Concord Steam proposes a
trigger nmechanismif the cost of energy changes significantly
fromthe expected cost. The trigger nmechanismis intended to
all ow either the Conm ssion or Concord Steamto request a
nodi fication to the rates should they result in an annual
over-collection or under-collection of nmore than 5% from

pr oj ecti ons.
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In its supplenental testinmny, Concord Steamfiled a
proposed ECAF of $9.11 per Mb based on energy costs of
$2,012,549 and forecasted sales for the period Novenber 1,

2001 through October 31, 2002 of 221,033 M bs.
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SETTLEMENT AGREEMENT

On October 25, 2001, Staff filed a Settl enent

entered into between Concord Steam and Staff.

The

Settlement Agreenent is intended to resolve all issues raised

in this proceeding.

summari zed bel ow

1.

Cost of Energy

Concord Steamand Staff agree that the adjustnent clause
will be referred to as the "Cost of Energy" ("CCE') and
not as the Energy Cost Adjustment Factor as referred to in
the petition and testinony.

Test Year

Concord Steamand Staff agree that the test year to be
used to devel op the upcoming CCE is the period Cctober
2000 t hrough Septenber 2001.

Mont hl 'y Adj ust ment s

Concord Steamand Staff agree that Concord Steam rmay

adj ust the approved CCE rate upward or downward nonthly
based on Concord Steam s cal cul ati on of the projected over
or undercollection for the year, but the adjustments shall
not exceed twenty percent (20% of the approved CCE rate.
Further, Concord Steam shall provide the Conm ssion with
its monthly cal cul ati on of the projected over or under
calculation, along with the resulting revised CCE rate for
t he subsequent nmonth, not less than five (5) business days
prior to the first day of the subsequent nonth. Concord
Steam shall include a revised tariff if Concord Steam
elects to adjust the COE rate. Mnthly reports shall be
filed in the docket in which the CCE rate was established.

Annual Cost of Energy Filing

Concord Steamshall file its annual Cost of Energy filing
not less than 45 days prior to the effective date of the
new CCE rate, Novenber 1. GConcord Steamis filing shall
include, at a minimum the follow ng: updated sal es

The ternms of the Settlenent Agreenent are
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forecast weather normalized using a 30-year historica
average; the cost of energy calculation detailing tota
energy costs broken down by type of energy, anticipated
vol unmes and unit cost, which schedul e shoul d have two
supporting attachments for hedged and spot vol unmes; copies
of contracts for energy costs hedged for the upcom ng
year; the projected reconciliation of costs to revenues
based on ten nonths actual and two nonths estimate; and
proposed tariff page.

I nt er est

Concord Steamand Staff agree that interest will not be
charged on the nmonthly over- or under-collection as was
proposed by Concord Steamin its petition. Concord Steam
and Staff agree that this issue can be raised by either
party in Concord Steami's next base rate case proceedi ng.

Audi t

Concord Steamshall allow for an audit of its CCE
reconciliation by the Conmission's Audit Staff within 21
days of its annual filing.

Hedgi ng

Concord Steam and Staff agree that Concord Steam shal
hedge a mnimumof fifty percent (50% of its energy
volumes required to meet its projected steamsales for the
upcom ng period of Novenber 1 through Cctober 31

Energy Costs in Base Rates

As part of Concord Steamis | ast base rate proceeding, the
Commi ssion allocated a certain percentage of its energy
costs to base rates to reflect the fact that a certain
percentage of energy costs are incurred by Concord Steam
to keep the steamlines charged year round to preserve the
viability of the lines, rather than providing actual steam
service to customers. Concord Steamand Staff agree that
t he amount of $76,500, allocated to maintenance, shal
remain in base rates until Concord Steamfiles a base rate
case petition with the Conm ssion at which tine Concord
Steam and Staff will recomend that the $76, 500 be renoved
frombase rates. However, until the Conm ssion issues an
order in the base rate case proceedi ng, Concord Steam
shal |l reduce its projected annual energy costs by $76, 500
when cal cul ating the CCE rate.
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9. 2001/ 2002 Cost of Energy Rate

Concord Steamand Staff agree that the CCOE rate for the
upcom ng 2001/2002 period will be $8.92 per Mb. The CCE
rate reflects Concord Steamis total projected energy costs
of $2,095,062 to nmeet estimated M bs. sal es of 228, 768,
the reduction for the $76,500 of energy costs in base
rates, and a begi nni ng undercol | ection of energy costs of
$23, 103.

10. Custoner Notification of Rate Changes

Concord Steamshall notify its custonmers of nonthly
changes to its COE by printing a notice on customners'
bills which are usually sent by the seventh day of the
nonth (neter reads are taken the | ast business day of the
nonth). Custoners will also be notified that they may
contact Concord Steam by phone five days prior to the
upcomng nonth to obtain the CCE rate for that nonth.

11. Settl enent |nplenentation
Concord Steamand Staff agree that the ternms of this

Settlenent Agreement are to be inplenented effective
Novenber 1, 2001.

V. COWM SSI ON ANALYSI S

We have reviewed the terns of the Settlenent
Agreenent as well as Concord Steamis filing and the supporting
testinmony and exhibits presented at the October 29, 2001
hearing. Based on our review of the record, we find that
Concord Steam s revenue neutral rate design petition, as
anmended by the terns of the Settlenment Agreenment, produces
rates that are just and reasonable and in the public good.

The current rate design methodol ogy, approved in

Concord Steam s base rate case proceeding in 1996, has not



DG 01-171 -11-
all eviated summer rates to the extent envisioned. |[|ndeed,
custonmers pay nuch higher sumer rates than winter rates
because they are paying for steam used exclusively to maintain
the integrity of the distribution system Concord Steam
testified at the hearing that it is cheaper to charge the
pi pes during the sumrer than to shut off certain sections,
which would lead to system deterioration and cause costly
repairs. The rate design nmethodol ogy agreed to by Concord
Steam and Staff devel ops an average rate per Mb that is
intended to | ower sunmer rates and increase winter rates so
that all custoners pay to maintain systemviability.
| ndependent of a base case proceeding, the proposed
met hodol ogy reasonably addresses the probl em of subsidization
bet ween sunmer and wi nter custonmers and maintains revenue
neutrality by reducing projected energy costs in the CCE rate
by $76,500 currently recovered through base rates.

The ternms of the Settlenent Agreenent also create a
feature of Concord Steam s Cost of Energy which is very
simlar to New Hanpshire's natural gas utilities' Cost of Gas
(COG) nechanisnms. We approved the gas utilities’ nonthly
adjustnents to the COG rate because we believe that it nore
accurately reflects costs, and allows the utilities to pass

al ong cost fluctuations in a tinmely manner. It also enables
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the utilities to match those costs with the appropriate
custonmers and to mnimze over and undercollections. W
bel i eve these reasons for our previous approvals of the
nmont hly adj ustment exist for Concord Steam Reducing the
over/under collections for Concord Steamis a worthy goal,
even though Concord Steamw || not be accruing carrying costs
on over/undercol lections. Staff testified that Concord Steam
does not have seasonal rates, unlike natural gas utilities
whi ch have summer and winter COG rates which give rise to the
need to accrue interest on bal ances held on the utility's
books for six nmonths until incorporated in the next
correspondi ng season's COG

Further, Concord Steam nust file with the Conm ssion
not |l ess than 5 business days prior to the first day of the
subsequent nonth should it elect to revise its COE. Concord
Steamis responsible for notifying its customers of the rate
change, as described above, so that custoners have the
opportunity to respond to rate change. Concord Steam
testified that in addition to the notice requirenents set out
in the Settlement Agreenent, it will be notifying its
custonmers of the Conm ssion's decision regarding the rate
design petition in bill inserts set to go out the week of

Novenber 5'" through 9'". Additionally, Concord Steamtestified
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its press release issued at the outset of this docket also
di scl osed to custoners Concord Steanis intention to change the

rates this fall.

Based upon the foregoing, it is hereby

ORDERED, that the Settlenent Agreenent entered into
bet ween Concord Steam and Staff is APPROVED; and it is

FURTHER ORDERED, that the new Cost of Energy rate
del i neat ed above is effective Novenmber 1, 2001 on a service
rendered basis; and it is

FURTHER ORDERED, that Concord Steam shall file
properly annotated tariff pages in conpliance with this Oder
no later than 15 days fromthe i ssuance date of this Order, as
required by NNH Adm n. Rules, Puc 1603.

By order of the Public Utilities Comm ssion of New

Hampshire this first day of Novenber, 2001.

Thomas B. Getz Susan S. Geiger Nancy Brockway
Chai r man Conmi ssi oner Conmmi ssi oner

Attested by:

Claire D. DiCicco
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